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Introduction
During the last couple of decades, India has attracted attention from rest of the world due to number of reasons. Amongst them, the increasing economic prowess of India has been one of the significant reasons. After the liberalisation regime of 1991, the country has embarked upon a path of creating new business avenues and also facilitated umpteen opportunities for other economies. From the perspective of FDI, India has emerged as a major recipient due to its vast market and progressive liberalisation. The presence of MNCs in India, have played a pivotal role in altering the business environment at home as well as abroad. FDI is seen as an instrumental tool in alleviating poverty and bringing economic prosperity for developing countries.
MNCs consider FDI as the preferred alternative amongst others 1 , to enter the foreign markets. It is widely acknowledged that FDI is primarily carried out due to market imperfections and foreign firms must possess some sort of FSAs in order to compete in an alien foreign market (Hymer, 1960; Kindleberger, 1969; Caves, 1971; Aliber, 1970; Buckley and Casson, 1976 Integration of the Indian economy with the rest of the world is evident not only in terms of higher level of FDI inflows but also in terms of increasing level of FDI Outflows. Over the last two decades, Foreign Direct Investment (FDI) from India has been growing significantly, while registering the presence of Indian MNCs abroad. During the last two decades, the context, structure, magnitude and direction of OFDI has undergone tremendous changes owing to host of domestic and international factors. Through this paper an attempt is being made to study, identify and examine the changing fabric of India's outward FDI in terms of geographical and sectoral composition post-1991 liberalisation regime.
The paper is organised as follows. The first section discusses the objective, rationale and research methodology related to the paper. In the third section, we try to demonstrate and analyse the changing pattern of Indian outward FDI, while also examining the sectoral and geographical trends of Indian OFDI. The last section concludes the study while also giving the brief overview of effect of global crisis of 2007-09 on Indian companies.
Objectives of the Study
The paper intends to achieve the following objectives: 1. To identify and study the evolving trends and patterns of Indian Outward FDI during the post 1991 period; 2. To examine as well as analyse the changing sectoral and geographical scenario of Indian Outward FDI and 3. To facilitate an overview of the evolving mode of financing Indian outward FDI abroad.
Rationale of the Study
During the last two decades, Indian OFDI has been rising owing to numerous international and national factors. Traditionally, India has been the recipient of FDI rather being the investor of foreign capital overseas. This changing role of a developing country like India has become one of the most sought after area of further research and deliberations. In the past, there have been some studies that have highlighted this new fabric of Indian OFDI. However, none of the studies comprehensively encompass the magnitude, entry strategies and destinations being pursued by Indian companies for investing abroad. Through this paper, we demonstrate the increasing importance of India as an investor of foreign capital using the latest data.
The paper is analytical in nature and would examines the growth of Indian OFDI during post 1991 liberalisation period. The information has been drawn from a number of website like www.unctad.org, www.rbi.org , www.grantthorton.com, etc.
Trends and Patterns of Indian Outward FDI
The present section will highlight the evolving magnitude of Indian OFDI during the last two decades. The Indian economy ushered in to the liberlisation, privatisation and globalisation era since the Indian Government opened the economy during 1991. On a gradual yet sustained basis, the economy has been treading the path of development owing to host of indigenous as well as foreign inducements being offered at regular intervals. The volume of OFDI has not only increased but also the composition and destinations have undergone changes. Indian OFDI shows three major structural shifts during the last two decades; 1. First, annual OFDI flows rose fifty-fold, from US$ 340 million in 2000 to an average of US$ 18 billion in 2007-08. India has become the world's 21st largest outward investor. Its average annual OFDI flows are now higher than those of many developed market economies. Moreover, while India's OFDI gradually increased during the past three decades, OFDI of the Republic of Korea, Malaysia and South Africa declined during the same time period. This strong performance is reflected in the surge of the country's OFDI stock, from US$ 1.9 billion in 2000 to US$ 76.3 billion in 2009 2. Second, manufacturing has displaced services as the principal OFDI sector, which dominated Indian OFDI flows at the turn of the decade, even as the primary sector's share is now growing quickly. While pharmaceuticals, consumer electronics and automotive industries accounted for the bulk of manufacturing OFDI in the first half of the decade, the second half has seen a concentration in metals, energy and natural resource investments, and increasing activity by consumer goods, food and beverage firms. Similarly, while IT initially dominated service OFDI, investment in other services industries, such as financial and insurance services, entertainment and broadcasting, construction, and telecommunications, is now mounting. 3. Third, over a half of India's total 2002-2009 OFDI flows went into developed economies ,most of them in the form of Mergers & Amalgamations (M&As). In fact, since 2000, Indian firms have tended to use cross-border M&As as the main mode of entry into developed economies, and Greenfield investments into developing ones, in a competitive strategy approach. They have systematically acquired leading developed country firms, rapidly to boost domain expertise, technological competitiveness, market size, and brand recognition. In some cases, these acquisitions were specifically undertaken to attain global size and status, and to build new competitive advantages by combining the best international technology with low-cost Indian labour. Energy and mineral security have driven large Greenfield investments in developing countries, though many telecom, consumer goods, food, IT, metal, and power firms are now also using M&As to build market size or secure raw materials in these countries. Even though policy changes undertaken in respect of overseas investment have facilitated the growing cross-border acquisitions by the Indian corporate sector, other structural reforms undertaken since 1992, such as, industrial deregulation, trade liberalisation and relaxation of regulations governing inward FDI, led to major restructuring in the Indian industry. In fact, many of the leading companies owe their competitiveness to the reform process. Greater exposure to internal as well external competition proved to be instrumental in building confidence among the Indian companies to compete with foreign competitors in world market. Apart from liberalised policy environment for overseas investment, India has gained ground as an important investor on the back of (a) rapid economic growth, (b) easy access to financial resources and (c) strong motivations to acquire resources and strategic assets abroad. Table 1 shows the growth in Outward FDI stock of developed, developing and South East Asian economies in the world Outward FDI stock. The increasing importance of developing countries can be judged from the increase in their contribution in the world's total Outward FDI stock. The contribution from developing countries grew from a meagre 7.5% in 1990 to 12.1% in 2000 to 18.6% in 2010. We observe that amongst the top ten countries from the South-East region, India has emerged as the fastest growing source of green field FDI projects abroad. Most of the countries in the league have faced an upward trend till the year 2006, followed by a decline during 2007-2009 on account of global melt down. Only a few countries like India, China, Republic of Korea and Indonesia have largely remained unscathed from the economic crisis. It can be seen from Table 2 that largely the above mentioned ten economies from the region have steadily increased their appetite for foreign operations over the period [2004] [2005] [2006] [2007] [2008] [2009] [2010] [2011] . Countries like China, Hong Kong, Singapore, India, Malaysia and Republic of Korea have remained upbeat about overseas outflows, while relying on huge foreign reserves and strong economic fundamentals. In Figure 1 , we study trends of overseas investment from India during the last two decades, i.e. from 1991-2011. We notice that the FDI inflows to India have been continuously increasing from 1991 till 2008, but they face a downfall during the global recession. On the other hand, the FDI outflows during the decade of 1991-2000 have largely remained static. Only after the year 2000, we observe that the outflows have experienced a sharp rise bolstered on account of strong economic fundamentals and buoyant economic growth. During the last two decades, though FDI inflows have been greater than the Outflows, yet the gap between the two has been bridging. The increasing prowess of Indian firms, fuelled by sound financials, deregulated business policy framework and host of promotional programmes floated by Indian Government, have enabled Indian companies to register its remarkable presence at the international level. This changed investment scenario has definitely added to India's brand image at the global front. A trend analysis of Table 3 shows that the level of Outward FDI from India has increased manifold since 1999-2000. The level of Outward FDI flows (on Balance of Payment basis) recorded a sharp uptrend at 16843.37 US$ millions in 2010-11 from the initial level of USD 677.67 US $ Million. Even though trend in India's Outward FDI was moderately affected during crisis year of 2009-10, a sharp rebound was seen in 2010-11 (Table 3) .
In recent years, Outward FDI continues to be mainly financed through equity and loans. Although guarantees issued have been rising, their invocation has been negligible during 2009 -10 and 2010-11. It has been observed that the number of Outward FDI proposals under the Automatic Route has also been on the rise (Table 4) indicating the growing appetite of the Indian corporate to establish their foot prints abroad under the liberal regulatory regime. Importantly, scale of overseas investment by domestic companies has also expanded as India was placed second in 2010 only after China in terms of average size of net purchase deals (US$190 million in India as compared to US$ 197 million in China). Similarly, India also figures among the top five emerging and developing economies whose state owned enterprises are increasingly becoming transnational corporations. It is not surprising as in recent years, India's Public Sector Units (PSUs), viz. NTPC, GAIL, ONGC and NALCO have undertaken significant overseas green-field investments. However, large acquisitions generally involve leveraged buyouts based on capital raised in international capital markets and are not reflected in the Outward FDI figures. In terms of the entry strategies of Indian companies, the acquisition of Tetley by Tata Tea in 2000 for $407 million was perhaps a turning point. It was the first time that an Indian company acquired a major industry champion in the West that was much bigger in size than itself through leveraged buyout. The acquisition provided to Tata Tea a global brand, worldwide marketing network, and packaging technology of Tetley. Thus, Tata Tea could instantly combine its production bases and plantations in India and Sri Lanka vertically with the front end of Tetley, giving it access to customers across the world. Following the acquisition, Tata Tea has now emerged as the world's second largest global branded tea operation with product and brand presence in 40 countries and has been able to enhance its value addition considerably by being able to sell the bulk of its tea state bags. The successful acquisition opened the floodgates for such acquisitions for Indian companies trying to establish themselves as significant players in the Western markets in value added, consumer goods and services. Indian companies trying to build their niche in the consumer goods industries in the Western markets have learned that establishing its own brand successfully is an extremely painstaking and slow process and is prone to high risks, as demonstrated by Titan Industries' experience. Titan Industries attempted to break into the stronghold of Swiss watches in the Western European markets with products designed especially for the markets backed by heavy advertising and marketing effort to build a brand following. However, the effort had rather limited success and the company had to pull out of a number of Western European markets and consolidate its presence in a few where it had made a mark. After the successful experience of TataTetley, major Indian companies with global ambitions have increasingly employed acquisitions as an entry mode besides Greenfield entries for penetrating the overseas In the 1990s, Indian OFDI became more high-tech and also more trade supporting, as Indian firms -such as Tata Consultancy Services, Infosys, WIPRO, and Satyam -began to win large global contracts and were located in developed economies to be close to key clients. Indian pharmaceutical firms -such as Ranbaxy, Dr Reddy's Laboratories, Sun Pharmaceuticals, and Biocon-followed the same route to break into Western generic markets. Battling global competition, these companies began to make strategic acquisitions to build rapidly specialized expertise, market share, brand names, and certification to succeed internationally. Severe domestic competition and growing Indian corporate, self-confidence also triggered increasingly larger strategic assetseeking, cross-border M&As from other sectors, including automotive (Tata Motors, Mahindra & Mahindra), auto-components (Bharat Forge), electronics (Videocon), and electrical machinery (Crompton Greaves). It is important to note that smaller Indian firms and not just large conglomerates are active outward investors for many of the same reasons.
Changing entry strategies: Greenfield to acquisitions
This reflects the fact that now M&As are a preferred way for strengthening corporate structures domestically as well as internationally. As opposed to M&As deals, Greenfield ventures command huge resources as well as entails larger risk failures. Therefore, M&As are now considered as the way forward for both corporate restructuring and survival. More specifically, we can look at the top ten outbound acquisitions made by Indian companies abroad during the year 2011 (Table 6 ). It can be noticed that most of the target companies belong to developed nations or emerging economies like Singapore, Mauritius, Korea or Indonesia. Further these acquisitions have been made in search of either natural resources or strategic assets or large markets. Figure 3 summarises the geographical distribution of Outward FDI from India. It reveals that the Outward FDI activity of Indian enterprises in the pre-1990 period was largely concentrated in developing countries. The share of developed countries increased to more than one-third during the 1990s, yet the bulk of the activity (63%) remained concentrated in developing countries. However, in the new millennium the developed countries have become the new focus of activity with nearly 54% share of approved investments. The share of developed countries would have risen further in the past couple of years for which data is not yet available as some of the major multibilliondollar deals have been in the developed countries. Further, it can be seen that during the last two decades, developing countries have been receiving FDI from India, indicating market seeking and natural resources seeking FDI has been a significant motive while investing abroad. On the other hand, the increasing shares of developed countries in receiving Outward FDI from India also signify the thrust to acquires strategic assets or explore sources of new competitive advantages by Indian companies. Further, the geographical composition of Outward FDI has been changing over the years. The direction of Outward FDI has moved in favour of developed countries from developing countries. Primarily Outward FDI from India was concentrated in African and Asian countries, as our low, yet cheap technology could be suitably adapted in developing regions. As Indian firms built the indigenous capabilities in the area of technology, R&D and skilled jobs, the direction of Indian Outward FDI shifted from developing countries to developed countries. Now, developed nations like USA, UK, Australia, Germany and Italy are preferred by Indian firms over the erstwhile destinations in Africa and South Asian region. Substantial proportion of Outward FDI from India is also channeled to tax haven countries like British Virgin Islands, HongKong and Mauritius also. Table 7 brings the direction of Outward FDI during the period 1996-2010. It can be seen that the increasing volumes of FDI from India goes to developed countries like UK, USA and Netherlands during the relevant period. Further, on account of round tripping investments and host of taxation benefits Indian firms undertake FDI in countries like Mauritius, Hong-Kong, Cyprus etc. Table 8 depicts the evolving contribution of various sectors in Outward FDI during 1999-00 to 2009-10. Sectoral pattern of Outward FDI shows that it has been mainly invested in services and manufacturing sector during the same period, though gradually the contribution of sector has comparatively increased (Table 8 ). In 2010-11, within manufacturing, major sub-sectors which attracted Outward FDI from India included agriculture machineries and equipments, basic organic chemicals, drugs, medicines and allied products, refined petroleum products, indigenous sugar, etc. Similarly, within services sector, a majority of Outward FDI had gone into business services, data processing, financial services, architectural and engineering, engine architectural and other technical consultancy activities. Since late 1990s, Indian Outward FDI began to be in more high-tech and trade supporting sectors. Many Indian IT firms like Tata Consultancy Services, Infosys, WIPRO, and Satyam acquired global contracts and established overseas offices in developed economies to be close to their key clients. The remarkable growth of IT and ITES sector has mirrored India as the hub of service sector at the international level. In addition, other sectors which have attracted significant share of Outward FDI from India in the recent years included extraction of crude petroleum, oil, gas field services and services incidental to mining. Further, to more closely analyse the sectoral composition of overseas investment from India, we can look at Figure 4 . It reveals the sectors wise contribution in outbound value transaction from India. It can be inferred from the diagram (pie chart) that manufacturing sector, i.e. industry like mining, pharmaceuticals, health, plastic and chemicals, automotive and oil and gas contribute in the manufacturing sector. While construction sector in terms of shipping and ports also contribute significantly. At the same time, IT and ITES industry also provide their share signaling the increasing importance of India as a hub of I.T services. 
Changing Geographies

Evolving Sectoral Composition
Effects of Global Crisis (2007-09)
The global crisis caused Indian OFDI flows to fall from their high of US$ 18.8 billion in 2007 to US$ 14.5 billion in 2009, largely because Indian MNEs had borrowed heavily in dollars to finance mega cross-border M&As. They were thus hit badly by the sharp rupee depreciation and tightened international credit conditions. Outward M&As dropped radically both in number and in size, resulting in a four-fifths drop in the value of (Satyanand and Raghavendran, 2010) . Indian OFDI is undertaken primarily by publicly-listed, private firms and, as yet, only a handful of Indian public-sector firms have internationalized. Unlike MNEs in China and Singapore, they do not enjoy globalization privileges. In fact, domestic business rules and taxes weigh heavily on globalizing Indian firms. Though relatively small in a global context, Indian MNEs are notable for their global buy-outs of enterprises far larger than themselves, and for their higher intensity of international sales and developed market M&A activity as compared to other emerging market MNEs. Early Indian OFDI was market-seeking and concentrated in developing economies, where there was little technological competition. Until the 1990s, Indian trading, textile, agrochemicals, paper, and light engineering firms dominated Indian OFDI. Indian MNEs invested overseas largely to circumvent domestic restrictions on firm size stemming from the Monopolies and Trade Restrictive Practices Act 2 .
Outlook for Future
Investments by individuals & LLPs
Today, we have an enabling regulatory environment for encouraging overseas investments by individuals. We, however, need to examine the existing caps and link it to the monetary ceilings applicable under the Liberalized Remittance Scheme (LRS) (remittance of US$ 200,000 for permitted current and capital account transactions). Some of the ceilings which may require rationalization include ceiling to acquire qualification shares and shares of a foreign entity in part/full consideration of professional services rendered to the foreign company or in lieu of Director's remuneration, to acquire shares offered through an ESOP scheme globally, on uniform basis, in a foreign company which has an equity stake, directly or indirectly, in the Indian company. The Reserve Bank of India in consultation with the Ministries concerned has since decided to:
1. removes the existing cap of one per cent on the ceiling for resident individuals to acquire qualification shares and to link the same to the monetary ceiling under the LRS; 2. grant general permission to resident individuals to acquire shares of a foreign entity in part/full consideration of professional services rendered to the foreign company or in lieu of Director's remuneration with monetary ceiling as per the limit prescribed under LRS; and 3. grant general permission to Indian resident employees or Directors to acquire shares through an ESOP scheme globally on uniform basis in a foreign company which has an equity stake, directly or indirectly, in the Indian company. Issues relating to allowing individuals to set-up JVs/WOS abroad under a transparent policy framework within the LRS ceiling are also being examined. The extant regulations allow registered partnership firms to invest abroad. With the passing of the LLP Act, there is a need to review the regulation and examine if LLPs can also be permitted to invest in JV/WOS abroad.
Conclusion
There exists a school of thought which apprehends that overseas investment by Indian corporate is at the cost of on-shore investment. One of the discernible reasons acting as an obstacle for companies to undertake on-shore investment could be the policy and procedural constraints. Any economy which follows a calibrated approach to capital account convertibility may also impose certain controls in allowing outflows. To the extent that such obstacles are in the interest of the economy, this will have to be considered as policy prescriptions. As the Indian corporate becomes increasingly competitive, they may aggressively explore globalization opportunities as part of their future growth plans. Outward FDI related to acquisition of strategic resources, expansion of market base, leveraging new technologies for local markets, etc. would facilitate long-term growth in India and absorption of technology by Indian corporates along with improvements in the managerial skills. At the same time, through such overseas investments, Indian companies would play a critical role in the developed as well as developing countries by rejuvenating the economies and providing employment.
According to a recent Report by PriceWaterhouse Coopers (2010), India might be the largest source of emerging market MNEs by 2024. The Report also expects that there will be a further shift away from intra-regional investment in other emerging nations and towards a greater share of new multinationals going directly to the advanced countries. In particular, the Report projects that India MNEs are likely to make a niche in business services and high value manufacturing sectors. It is, thus, imperative that all the stakeholders including the Government, the Reserve Bank, professional bodies and Indian corporate bring together their collective experience and wisdom to constantly review the policies and procedures. This, in turn, would facilitate the globalisation efforts through Outward FDI without adverse implications for the vast domestic economy and its macroeconomic stability.
Endnotes
1. An MNC can enter the foreign markets through a number of entry modes like Joint Ventures, Technical Collaborations, wholly owned subsidiaries, affiliates, licensing and franchising. Among these alternatives, FDI provides management stake and control in the host country.
2. The Monopolies and Trade Restrictive Practices Act (1969) was intended to prevent the concentration of economic power, provide for control of monopolies and probation of monopolistic, restrictive and unfair trade practice, and to protect the consumer interest
